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Amir, an independent financial consultant, just came out from a meeting with the major 
shareholders. In the meeting on 7th January 2013, the shareholders raised a concern relating to their 
investment in the Malaysian Airline System Berhad (MAS). After two business turnaround plans, they 
wondered whether it was worth to continue holding their investment in MAS because it seemed that 
the business turnaround plans worked only in the short rather than long run. Moreover, information 
from the 2006 to 2012 annual reports did not suggest a healthier performance of MAS. They did not 
understand if the losses were caused by operating, financial or both leverages. Furthermore, the 
profit and loss statements showed a downward trend which raised concern on the sustainability of 
MAS in the long run. Although MAS had its own team to look at this matter, the major shareholders 
would like to have an independent assessment by an individual not related to MAS. Hence, Amir was 
consulted to provide a report on the liquidity, leverage and profitability analysis, as well as the 
business turnaround plans of MAS from the period 2006 to 2012. The analysis must be presented in the 
next meeting, which is scheduled on 14th January, 2013.  
 
Company Background  
 
Malaysian Airline (MAS) was a major airline in Malaysia.  It was listed on Bursa Malaysia under the 
name Malaysia Airlines System Berhad. As a national carrier, MAS operates flights from Kuala Lumpur 
International airport to various destinations throughout Malaysia, Asia and some major destinations in 
the world. In 2013, MAS had 28 subsidiaries1 with 25 of them fully owned by Malaysia Airlines System 
Bhd. Some of these subsidiaries were Firefly, MAS Wings and freighter fleet operated by MAS Cargo 
which managed freighter flights and aircraft cargo-hold capacity for all MAS passenger flights. MAS 
had diversified into related industries and sectors, including aircraft ground handling, aircraft leasing, 
aviation engineering, air catering and tour operator. In addition, MAS also provided aircraft 
maintenance, aircraft handling services, repair and overhaul to other companies. Malaysian Airlines 
System Berhad (MAS) had been awarded with more than 100 awards in the last ten years because of 
its excellent service. The most notable award was World’s Best Cabin Crew which was awarded in 
2001 to 2004, 2007, 2009 and 2012 by Skytrax 2.  
 
MAS had gone through many turbulences. One of them was the September 11 terrorist attack in 
which the demand for travelling by aircrafts went down drastically (MAS Annual Report, 2002). 
September 11, 2001 set the beginning of the crisis in the airlines industry throughout the world where 
during that year an unexpected decline in traffic and sales had occurred in most carriers. As a result, 
the industry suffered losses amounting to USD7.7 billion (Air Transport Association Economic Report, 
2002). It took four years to recover from the crisis and some of the airlines companies filed 
bankruptcy.  
 
The growth of low cost carriers (LCC) and higher cost of oil and fuel in 2005 were another problem 
faced by MAS. During that period, the operation cost had exceeded operation revenue. The cost of 
oil and fuel that continued to increase really hit hard on MAS. MAS was not able to sustain and it 
incurred losses in 2005. Furthermore, environmental factors such as earthquakes, tsunamis and floods 
that occurred in Japan (2011), had also reduced the demand of travelling by air. All these 
incidences had forced MAS to take necessary action in order to remain in business. 
  









MAS Recovery Plan 
 
In order to sustain, MAS came up with recovery plans which were executed in 2006 to 2012 as follows: 
i. business turnaround plan 1  
ii. business turnaround plan 2. 
 
Business Turnaround Plan 1 (2006-2007) 
 
Business Turnaround Plan 1 (BTP 1) was implemented by Malaysian Airlines System Berhad (MAS) on 27 
February 2006 to overcome cash and profit crisis during the financial year of December 2005. During 
this period costs had increased substantially by 28.8 percent or RM2.3 billion, primarily due to 
escalating fuel prices. Other costs such as handling and landing fee, aircraft maintenance and 
overhaul charges, Widespread Assets Unbundling (WAU) charges and leases had also increased. The 
plan was carried out as MAS forecasted that it would have suffered a major loss of RM1.7 billion for 
financial year ended 2006 if it did not implement the recovery plan by April 2006 (The MAS Way: 
Business Turnaround  Plan, 2006).  
 
The first action taken by MAS in the BTP1 plan was to sell off their corporate headquarters in Kuala 
Lumpur in order to retain cash of RM1.5 billion to encounter cash crisis in 2005 (MAS Annual Report, 
2006). Then, in 2006 MAS cut unprofitable routes and focused on profitable core network. Manpower 
was also being cut to match the new network. From a loss of RM1,264,787,000 (MAS Annual Report, 
2005), MAS forecasted that the strategy would reduce the losses to RM620 million in 2006. In 2007, 
MAS focused on improving their efficiency and capabilities. The company estimated that there 
would be an improvement of RM670 million, hence providing a profit of RM50 million (MAS annual 
report, 2006). In 2008, MAS focused on new growth opportunities.  This strategy was expected to result 
in a profit of RM500 million in that particular year.  
 
The BTP1 results in 2006 showed a great improvement where MAS managed to exceed the target in 
Quarter 1 (Q1) to Quarter 4 (Q4). For the last two quarters of 2006, MAS managed to make a net 
profit that helped reduced its annual losses (MAS Annual Report, 2006). Consequently, MAS financial 
performance was better than the BTP1 target where its primary objective of financial survival in 2006 
had been achieved.  This achievement was reflected in MAS share price increasing from RM2.60 to 
RM6.00.  In 2007, the Malaysian Airlines System Berhad profit boosted up to RM852,743 million.  This 
was again exceeded the expectation of BTP1. At the end of 2007, MAS had RM4.4 billion in its cash 
balances.  
 
Business turnaround Plan 2 (2008 -2012) 
 
In 2008, MAS took another step to boost its profit by implementing the business turnaround plan 2 
(BTP2). This measure was taken as competition was stiff during that time where only the strongest 
airlines could survive. The industry had estimated that more than 400 new aircrafts will hit the skies of 
Asia Pacific, India and Middle East in 2007 and another 400 plus was expected in 2008. Increase in 
the number of airlines might erode the yield and profit margin of MAS. Thus, to secure its future 
success, the BTP 2 aimed to become the World’s Five Star Value Carrier. The plan was based on five 
key thrusts: wining customer, mastering operational excellence, financing and aligning the business 
on profit and loss (P&L), unleashing talents and capabilities and winning coalitions. The philosophy 
behind the BTP2 was “aiming and planning for the best, assuming the worst”.   




However, the year 2009 did not flourish as MAS expected it to be. The International Air Transport 
Association (IATA) declared 2009 as the toughest year in the history of aviation, worse than the post 
September 11 incident and Severe Acute Respiratory System (SARS) (IATA annual report, 2009). The 
chairman of Malaysian Airlines System Berhad also commented that 2009 was extremely challenging 
for the aviation industry (MAS annual report, 2009). During this year, the industry recorded a 3.5 
percent declined in passenger traffic and a 10.1 percent decline in freight traffic (IATA annual report, 
2010). This phenomenon had badly affected MAS and for the year 2009 MAS recorded an operating 
loss of RM614,793 million. However, with the mark-to-market derivative gain of RM1.16 billion, the 




The year 2005 to 2012 showed an improvement in operating revenue except for 2009. However, 
operating expenditure during those times exceeded the operating revenue except for the year 2007.  
In the airline industry, high growth in expenditure was not a good sign as it would mean an increase in 
the company losses. The year 2011 witnessed operating expenditure reached its highest in the 
amount of RM16.2 billion. As far as profits were concerned, it had improved from a loss of RM133.7 
million in 2006 to a positive of RM840.9 million in 2007. Profit remained to be positive from the year 
2008 to 2010, but by 2011 MAS experienced a huge loss of RM2.5 billion. In terms of the changes in 
MAS capital structure, in 2010 MAS issued right issues for 1,671,078,120 ordinary shares of RM1 each 
with an issuance price of RM1.60 (MAS, 2010). The proceed was to be used to acquire 25 aircrafts, to 




Looking through all the financial statements as presented in Exhibit 1 and Exhibit 2, Amir knew that he 
had to do a thorough analysis to enable the major shareholders understood about the problem that 
MAS was facing. This would include analyzing the restructuring exercises, calculating the liquidity, 
leverage and profitability ratios as well as doing leverage analysis such as the degree of operating 
leverage, financial leverage and combined leverage from 2006 to 2012. Furthermore, Amir had to 

















Balance Sheet of Malaysian Airlines System Berhad as at financial year ended 31 December  
 






   Source: Authors compilation based on MAS Annual Report 2006 to 2012; *Restated balance sheet 
 
  






Income Statement of Malaysian Airlines System Berhad as at financial year ended 31 December 
 
Source: Authors complication based on MAS Annual Report 2006 to 2012; *Restated income 
statement; **Diluted for (loss)/profit for the year into consideration the dilutive effects of all potential 
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